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Students’ Department
H. P. Baumann, Editor
AMERICAN INSTITUTE EXAMINATIONS
[Note.—The fact that these answers appear in The Journal of Account­
ancy should not cause the reader to assume that they are the official answers of 
the board of examiners. They represent merely the opinions of the editor of 
the Students' Department.}
Examination in Accounting Theory and Practice—Part II
November 17, 1933, 1:30 P.M. to 6:30 P.M.
Answer problems 1, 2, 3 and 4 and two of the problems 5, 6 and 7.
No. 2 (30 points):
You are appointed by the board of directors to examine the accounts relating 
to the assets and liabilities of The Goodenough Corporation, New York, and its 
domestic subsidiaries, as at December 31, 1932.
Prepare a consolidated balance-sheet as at December 31, 1932.
The Goodenough Corporation has one foreign subsidiary (wholly owned), the 
accounts of which have been examined by another firm of accountants whose 
report, which has been submitted to you, is as follows:
The British Goodenough Company, Ltd.




600,000 shares of £1 each........................................ £600,000
Issued: 
600,000 shares of £1 each.................................... £600,000
Current trade liabilities.................................................. 78,500
Reserve for income tax payable: 
Due January 1, 1933............................................... 90,000
Due January 1, 1934................................................... 74,500
Indebtedness to affiliated company............................... 2,500
Profit-and-loss appropriation account: 
Balance January 1, 1932......................................... £ 12,145
Net profit for year....................................................... 298,000
£310,145 
Less: dividends............................................................. 200,000 110,145
Total......................................................................... £955,645
Note.—There is a liability not included in this balance-sheet in respect to 
machinery which this company has agreed to purchase.
Assets
Property, plant and equipment at cost, less reserve of £250,000 for
depreciation.................................................................................... £450,000
Stock on hand at cost........................................................................ 170,000




Cash at bank and in hand (Of this amount the sum of £80,000 is
earmarked for a guarantee given on behalf of the company). . . £85,262
Total........................................................................................... £955,645
Auditor's report
We report to the members that we have examined the above balance-sheet 
with the books of the company and have obtained all the information and 
explanation we have required. We are not satisfied as to the adequacy of the 
reserve for bad and doubtful accounts.
Subject to this remark we are of opinion that the balance-sheet is properly 
drawn up so as to exhibit a true and correct view of the state of the company's 
affairs as at December 31, 1932, according to the best of our information and 
explanations given to us, and as shown by the books of the company.
A. B. C. and Co.
London, England
January 31, 1933
You have communicated with the English company and with its auditors and 
have ascertained the following:
(a) With the exception of machinery costing £100,000, which was installed 
in November, 1932, when the average rate of exchange was $3.50, the property, 
plant and equipment were acquired when the company was formed, when the 
rate of exchange was at par ($4.86). The established policy of the company is 
to charge a full year’s depreciation on additions made in the first six months of 
any year and to charge depreciation commencing January 1st of the year fol­
lowing the year of addition on additions made in the second six months of any 
year.
(b) Of the stock on hand £160,000 represents goods purchased from The 
Goodenough Corporation, the parent company, at its cost of $540,000 plus 
freight to England of $36,000 paid by the parent company at the time of ship­
ment. Cost of the remaining £10,000 of British stock approximated market at 
December 31, 1932. (Note: There had been no change in freight rates to De­
cember 31, 1932, and the rate of exchange on that date was $3.40. You find 
that The Goodenough Corporation had reduced the cost of its inventory by 
10% in order to reflect the lower of cost or market value as at December 31, 
1932. The directors have agreed that for the purpose of the consolidated bal­
ance-sheet the inventory as a whole should be valued at the lower of cost or 
market value.)
(c) The auditors of The British Goodenough Company, Ltd. feel that an 
additional reserve of £50,000 should be provided against the accounts re­
ceivable. Neither the directors of the British company nor those of the 
American corporation can agree that any further reserve is necessary.
(d) The note on the British balance-sheet refers to machinery which it has 
been agreed shall be purchased from the parent company at its cost less depre­
ciation—net $120,000.
As a result of your examination of the accounts of The Goodenough Corpora­
tion and its domestic subsidiaries, you have prepared the following consolidated 
trial balance as at December 31, 1932, together with your list of audit notes:
Consolidated trial balance as at December 31, 1932
DR.
Cash in banks and on hand.................................... $ 880,000
U. S. government securities.................................... 504,000
Accounts receivable................................................ 1,910,000
Reserve for doubtful accounts...............................
Inventories.............................................................. 1,325,000
Property, plant and equipment.............................. 6,600,000
Reserve for depreciation.........................................
Company’s own shares........................................... 275,000





The Journal of Accountancy
DR.
Accounts payable and accrued liabilities...............
Provision for federal income tax............................
Dividend of 50 cents a share payable Jan. 2, 1933
Capital stock—common, no par, authorized and 
issued................................................................
Surplus.....................................................................









(1) Cash includes a special deposit of $100,000 in the Y Bank & Trust Com­
pany. This deposit is subordinate to claims of all other depositors but not to 
claims of stockholders.
(2) The government securities are stated at cost, although the market value 
at December 31, 1932, was only $490,000. However, on February 28, 1933, 
the market value had recovered to $507,000.
(3) The inter-company account is debited or credited at the actual rate of 
exchange on the date of each transaction, but the balance at the end of each 
month is adjusted on the books of the parent company by a debit or credit to 
profit-and-loss account, to bring the account to the basis of a fixed rate of 
exchange, viz., $4. The actual dollar cost of the £2,500 shown on the British 
company’s balance-sheet was $9,250. There were no items in transit.
(4) In addition to customers’ accounts the following items are included in 
accounts receivable:
(a) Loan to officer $87,000.
(b) Customers’ accounts aggregating $370,000, on which payments are 
deferred by special arrangement until 1934: $50,000 of reserve is 
allotted to these accounts.
(5) Company’s own shares represent 7,000 shares carried at cost and held for 
resale to employees under employees’ stock purchase plan. The market value 
on December 31, 1932, was $3 per share but the directors will not agree to writ­
ing down this asset to market value.
(6) The life of Mr. B., President, is insured for $1,000,000 in favor of the 
company and the policy at December 31, 1932, had a cash-surrender value of 
$75,000. All premiums have been charged to expense, as the directors object 
to setting up cash-surrender value on the books.
(7) There are claims pending against the company which are estimated not 
to exceed $150,000.
(8) The property, plant and equipment accounts are stated at cost.









































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































The Journal of Accountancy
No. 3 (25 points):
On the basis of the following information prepare:
1. An assembly sheet in columnar form to arrive at the figures for the assets 
and liabilities of the “ New Company.” No journal entries, formal 
balance-sheet or work schedules are required.
2. A statement showing the items of which the capital surplus of the “New 
Company” is composed.
The P Company was an operating and holding company whose position at 
October 1, 1932, was shown by the following balance-sheet:
Assets
Cash................................................................................................ $ 150,000
Accounts receivable, less reserve.................................................. 200,000
Inventories..................................................................................... 750,000
Marketable securities—present value........................................... 500,000
Investment in subsidiary companies............................................ 4,700,000





Accounts payable........................................................................... $ 300,000
Bank loan....................................................................................... 1,000,000
Trade notes payable...................................................................... 170,000
Unpaid bond interest..................................................................... 280,000
First-mortgage 7% bonds............................................................. 4,000,000
Eight per cent cum. preferred stock (unpaid dividend $160,000) 2,000,000
Common stock 1,240,000 shares no par........................................ 7,900,000
$15,650,000
The P Company had three subsidiaries. It owned the entire capital stock of 
the "A”, the “B” and the “C” companies and all the bonds of the “A” Com­
pany. Their balance-sheets at October 1, 1932, were as follows:
“A” “B” “C”
Assets Company Company Company
Cash.................................................. ... $ 50,000 $ 20,000 $ 25,000
Accounts receivable, less reserve.... 10,000 1,000 2,000
Inventories........................................ 250,000 150,000 300,000
Land.................................................. .. . 2,300,000 1,400,000 1,000,000
Buildings, plant and equipment.... 700,000 350,000 200,000
Prepaid expenses.............................. 20,000 2,000 4,000
Deficit................................................ 200,000 70,000 120,000
$3,530,000 $1,993,000 $1,651,000
“A” “B” “C”
Liabilities Company Company Company
Accounts payable............................. . .. $ 30,000 $ 10,000 $ 15,000
Notes payable................................... 50,000 100,000
Unpaid bond interest....................... 90,000 48,000
First-mortgage 6% gold bonds........ ... 1,800,000 1,000,000 800,000
Reserve for depreciation.................. 150,000 93,000 88,000




Each of the four mortgages covered land, building, plant and equipment but 
none of the other assets.
The P Company and its subsidiaries—excepting the A Company—had de­
faulted on mortgage interest and the P Company had not paid its preferred- 
stock dividends for the last four quarters. The outside holders of the several 
securities formed protective committees, and to forestall a receivership a re­
organization committee was appointed to outline a rehabilitation plan. Under 
this plan the outside holders deposited their securities with a trustee. How­
ever, the bondholders of the C Company withdrew from the plan and foreclosed 
their mortgage. They recovered their claim in full, but nothing was left over.
The finally accepted reorganization scheme provided for the formation of a 
“New” company with 1,500,000 shares no-par-value stock to be set up at $5 
per share. Part of this stock was to be issued in exchange for the deposited 
securities as follows:
Holders of P Company bonds were to get 175 shares and those of B Company 
bonds 130 shares for each $1,000 bonds including unpaid interest.
Holders of P Company preferred stock were to get 6 shares for each share of 
$100 par value including unpaid dividend.
To procure additional working capital $5,000,000 new 7% first-mortgage 
bonds were authorized, of which $2,500,000 were to be issued at 90. A bonus 
of 10 shares of the new stock was to go with each $200 of new bonds.
The creditor bank agreed to underwrite the above issue subject to the rights 
of old and new bond and stock holders and provided that the loan of $1,000,000 
be paid out of the proceeds. The remainder of the capital stock was to be 
issued later in accordance with subscription rights given to the common stock 
holders.
The three sub-companies were dissolved and the New Company took over the 
assets and assumed the liabilities of the old companies in accordance with the 
plan and subject to the foreclosure on the C Company property. Fixed assets 
with relative depreciation were taken over at 50% of book value and the A 
Company mortgage was cancelled by the P Company. A reserve of $500,000 
was set up for contingencies, such as loss on inventories, etc. Reorganization 
expenses were $100,000.
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. (10) 500,000 500,000 $39,668,000 $39,668,000 $10,137,500
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